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Empirical Trends and Preliminary Hypotheses on Determinants*
I. INTRODUCTION
Compared to merchandise trade, trade in services is still a
widely unexplored issue, conceptually as well as empirically.
In conceptual terms, there is no solid theoretical body on the
determinants of international trade in "invisibles". While factor
proportions theory has been found to offer useful insights into the
determinants of international competitiveness in services related to
merchandise trade [Sapir/Lutz, 1981], there are more difficulties in
explaining newly emerging business services. Banking, data transmis-
sion, and non-merchandise insurance range among those services which
are more difficult to subsume under the Heckscher-Ohlin-Samuelson
type of theory or Ricardian theory of resource availability.
Second, typologies proposed to separate factor income from
non-factor services and foreign direct investment in service indus-
tries are heavily disputed among scholars. Borderline cases are
numerous and give rise to controversies about definitions. In fact,
definitions have been shown to matter significantly as far as the
amount of traded services relative to merchandise trade is concerned
[e.g. Grubel, 1987; Nusbaumer, 1987, chapter 4; Rugman, 1987;
Rugman/Yeung, 1989; Ramstetter/Lee, 1989; Arndt, 1989].
Thirdly, the data base is small and often inconsistent, in many
cases even non-existent if the level of bilateral trade relations is
approached. In general, three avenues of empirical analysis are
This paper is part of a joint research project of the Faculdade de Economia e
Administracao of the Federal University of Rio de Janeiro and the Kiel Insti-
tute of World Economics initiated by the Faculty of Economics at the Free Uni-
versity of Brussels.accessible: through national accounts and input-output tables,
through sectoral surveys and through the balance of payments [e.g.
Flores, 1990]. Yet, only the latter avenue is open to analyses of
bilateral trade flows and it is only the BoP approach which allows
for comparisons with merchandise trade flows. Sectoral surveys such
as those recently published by the OECD [OECD, 1989] or those on
Brazilian transborder data flows by the UNCTC (Transborder Data
Flows and Brazil, 1984) fail to report flows of payments and re-
ceipts between partner countries. At best they document volumes of
transactions which lead to flows of payments. Yet, sectoral surveys
become indispensable if policy determinants and specific conditions
on markets are discussed and tested. As a result, balance of pay-
ments records are the only sources to analyse bilateral trade flows
in services statistically. They are used in the following as far as
national Central Banks were able and prepared to release such infor-
mation.
Chapter II traces the importance of services in Brazilian total
trade as it is highlighted in the published records of the Brazilian
Central Bank. The Bank does not publish bilateral or regional
balance of payments.
Chapter III provides an overview of trends in merchandise trade
between the Community and Brazil. This is seen to be important as
the development of merchandise is strongly correlated to trade-
related services such as transport and merchandise insurance.
Chapter IV introduces more detailed evidence on bilateral pay-
ments and receipts based on service trade between three EC member
countries (West Germany, France, and the Netherlands). The Central
Banks of these countries provide (mostly unpublished) information on
service trade with Brazil - albeit at a very uneven level of disag-
gregation - and are important trading partners of Brazil within the
Community.
Chapter V introduces an indirect way of assessing trends in
trade-in services between the Community and Brazil, that is the
pattern and the development in EC foreign direct investment inBrazil. Even if one does not follow the suggestion that investment
income should be subsumed under trade flows of services, it goes
without saying that investment in services and service-related
activities (such as service-intensive manufactures) from EC home
countries in Brazil will stimulate flows of business services (com-
munication, banking) as well as consumer services (hotels, travels)
in the same direction. In addition, should Brazil prove to be compe-
titive as a host country for foreign investment, at least parts of
such investment will be outward-looking and strengthen Brazil's role
as an exporter of services.
Chapter VI discusses the relevance of the major institutional
framework for bilateral trade in services between the Community and
non-member countries, that is the EC-1992 program. The core of the
program is in liberalising intra-Community trade in services and
thus will change relative prices between domestically supplied and
imported services. It will also have a large impact upon institu-
tional and quantitative barriers to access as the Community will
come closer to common external policies vis-a-vis imports from non-
member countries in important service sectors like shipping and air
transport.
Chapter VII presents some hypotheses on determinants of bi-
lateral trade flows which should be specified and tested in an ana-
lytical follow-up of this fact-finding paper provided that the data
base could be improved.
Chapter VIII concludes on the results.
II. THE ROLE OF SERVICES IN BRAZILIAN TOTAL TRADE
The Brazilian Central Bank publishes the IMF standard accounts
of major services in its balance of payments comprising travel,
transport, merchandise trade-related insurance, and other non-factor
services. In addition, private factor services capital income (pro-
fits, dividends, and interest) are displayed.Bilateral or regional balance of payments are not published.
The only available Brazilian study on the role of services in the
balance of payments is thus not disaggregated by countries or re-
gions [Fundacao Centro de Estudios do Comercio Exterior, 1982].
Table 1 provides an overview of the period 1975-1988 (which is
the latest year available). The breakdown indicates that
since 1975 Brazil has always been a net importer of non-factor
services (NFS). Contrary to its expected net import position in
factor services (FS), Brazil as a net NFS importer deviates from
the position of many developing countries. For instance, during
the mid-eighties developing countries as a group achieved sur-
pluses in NFS trade with the US, Japan, and West Germany [Lang-
hammer, 1989, tables 1, 2, and A2]. The same holds true for Latin
American countries' trade (including Caribbean "tax heaven" eco-
nomies) with the US and West Germany.
Brazilian receipts from exporting NFS have grown much less rapid-
ly than merchandise exports. By 1988, the share of NFS exports in
total exports (NFS plus merchandise exports) amounted to 5.1 per
cent only. It stagnated over the eighties and was lower than the
mid-seventies share (6.7 per cent). Obviously, NFS exports though
being partly related to merchandise trade did not keep up with
the extraordinary growth of Brazilian merchandise exports over
the entire period.
Again, this is an unexpected result if it is compared with rapid
growth of developing countries' service exports during the last
decade, especially in East and Southeast Asia [Castle/Findlay,
1988].
compared to the group of developing countries, Brazil in the
eighties has remained an almost pure merchandise exporter. In
1980, the contribution of NFS exports to total exports was by





















































































































































































Source: Banco Central do Brasil, Boletim Mensal, monthly issues.tries [for all developing countries see Sapir, 1985, table 2].
This gap seems to have widened since that time.
travel and passenger transport (the latter listed under "other
transport") has lagged behind the importance of this sector in
other developing countries' export earnings. Brazil is not yet a
major tourist resort again compared to those developing countries
which are geographically close to OECD net importers' of "sun-
intensive" services as Southeast Asia to Japan, the Mediterranean
countries to Europe, or Central America and the Caribbean to the
US. Yet, it is questionable that remoteness factors play the
major role in explaining flows of tourist services. Rapidly in-
creasing export earnings from travel and tourism between South-
east Asia and Europe suggest other factors to be at least as
important as distance.
the results for freight services differ from other NFS in the way
that since 1980 Brazil has enjoyed a trade surplus which runs
parallel to its merchandise trade surplus. To explain this in
detail would go beyond the scope of this paper. Yet, explanations
should consider the strict bilateralism in the Brazilian shipping
policies since the end of the sixties [Bohme, 1972 and 1989], the
existence of cargo sharing principles, the discrimination of
cross traders (third parties), as well as the demand for freight
services coming from large public companies like Petrobras and
Siderbras. Such companies can effectively prevent new competitors
from challenging domestic shipping companies. Reportedly, the
degree of bilateralism in Brazilian shipping policy has declined
in the eighties but the country still operates a large fleet
privileged by demand from domestic public enterprises.
Together with Korea, Brazil is the only major developing country
which shows a significant surplus in freight. This is said to be
also due to its preference to time-charter and to lease vessels
rather than to import shipping services. This practice has the
effect of artificially reducing freight figures, because charter
operations are recorded by the IMF under "other transport" [OECD,
1989, p. 73] .The amount of other NFS exports under which modern business ser-
vices such as financial services are subsumed (provided they are
reported) has remained small in Brazil. In 1988, they accounted
for less than 3 per cent of total NFS exports. Other developing
countries display much larger shares. Yet, Brazil does not host
important financial agglomerations. Nor does it seem to have been
an open market for information software and networks. To cite the
UNCTAD study on transborder data flows in Brazil, the country's
policies have led to the increased location of computers, soft-
ware, data bases, and to more extensive national control over
them. As a result of Brazil's policy, transborder-data-flow links
are not being used to export information resources and do not
increase the country's international economic and political vul-
nerability [UNCTC, Transborder Data Flows..., 1984, p. 192]. Such
a policy designed to regulate access to the information market is
probably not consistent with a policy which would facilitate the
international "entree" of Brazilian suppliers of information
services.
III. TRENDS IN MERCHANDISE TRADE BETWEEN BRAZIL AND THE COMMUNITY:
POSSIBLE IMPLICATIONS FOR TRADE IN SERVICES
Trends in merchandise trade between Brazil and the Community
mirror a general trend in trade relations between Latin America and
the EC: The share of the Latin American countries in EC exports and
imports has been declining over two decades. For EC exports this
decline was in the range of 8 to 5 per cent in the 1973-1988 period
(for imports 8 to 6 per cent). On the other hand, the EC went down
from 26 to 19 per cent in Latin American exports [23 to 18 in Latin
American imports; for more details see Eurostat, EC-Latin American
Trade 1979-1987, 1989a].
Of course, Brazil as the most important single entity in Latin
American trade is not delinked from the Latin American trends.
Table 2 yields that Brazilian exports to the Community suffered from
a sizable decline over 15 years in relative terms. This happened


























































Source: See Table 1. Anuario Estatistico do Brasil, annual issues.
- the most dynamic sub-sector - did not find their way to the Euro-
pean market but engaged themselves increasingly in the US market,
apart from the traditional stronghold of Brazilian exports, the
neighbouring countries. The share of the EC in Brazilian imports
does not exhibit much better results even if the impact of fuels
upon the Brazilian import bill is taken into account.
Such "slow go" in Brazil-EC merchandise trade has two major
implications for trade in merchandise trade-related services.
First, in terms of pure volumes of trade, Brazilian exporters
of services will follow the different regional dynamics of merchan-
dise trade, that is more transport services "exported" to the main
-.export markets, the US and ALADI countries, than to the Community.
There will be an even stronger correlation between the dynamics of
merchandise trade-related services and merchandise trade if bila-
teral cargo sharing rules are applied and if cross traders are dis-
criminated against. Thus, EC suppliers of transport services or of
merchandise insurance are unlikely to penetrate into trades between
Brazil and the US or within Latin America.Second, and more importantly, there is a structural component
to the detriment of Brazil-EC trade in services, especially business
services. It is widely acknowledged that manufactures are more ser-
vice-intensive than commodities, and it is just in the manufacturing
sector where the growth of Brazilian exports to the EC (in relative
terms) was continuously lower than growth of Brazilian world manu-
factured exports (in annual rates: 10.5 compared to 13.6 per cent).
As a result, it must be feared that there is not much demand for
services like export-import financing, fairs, patents and licences,
leasing, telecommunication, business travel, and after-sales ser-
vices if manufactured trade grows below a minimum threshold level
necessary to generate business services. The latter may happen be-
cause of technical indivisibilities in providing services (lump sum
services) related to manufactured exports.
IV. SERVICE TRADE BETWEEN EC MEMBER COUNTRIES AND BRAZIL. THREE
CASE STUDIES OF WEST GERMANY, FRANCE, AND THE NETHERLANDS
Periodically, the Statistical Office of the European Communi-
ties (Eurostat) initiates studies on EC trade in services. Unfor-
tunately, the only disaggregation in these studies refers to the US,
Japan, OECD countries, developing countries, and former socialist
countries and thus cannot be used for our purposes [Schaumburg-
Miiller, 1985; Eurostat, 1989b; Benassi, 1990].
Their main result being relevant for the Brazil-EC trade as a
reference is that the Community had a growing deficit in transport
and travel with non-OPEC and non-ACP developing countries. Brazil
belongs to this group. This deficit was almost matched by a surplus
in other NFS. In total, the Community became a net importer of NFS
by the mid-eighties [Eurostat, 1989b, pp. 140-142]. The share of EC
NFS imports from this group of developing countries in total imports
(merchandise plus NFS) amounted to more than 21 per cent in 1986
compared to 19 per cent in 1979. Thus, it is much higher than the
share of NFS exports in Brazilian exports and suggests a strong
position of Asian service exporters.10
Bilateral balances of payments with countries apart from the US
and Japan are thus available on the national level only. Two Central
Banks provided such information for the purpose of this study (West
Germany, the Netherlands) and the French Central Bank publishes such
data since 1980.
The three countries are representative in two respects. First,
they are important traders of services within the Community. In 1988
France kept the first rank, West Germany the third and the Nether-
lands the fifth rank as EC exporters of NFS to non-member countries
(the second, first and fifth rank in imports, respectively). To-
gether they accounted for 44 per cent of extra-EC NFS exports and 52
per cent of imports in 1988.
Second, they are among the largest EC trading partners of
Brazil. Preliminary figures for 1989 suggest that 52 per cent of
Brazilian exports to the Community were directed to the three coun-
tries (including the entrepSt role of the Netherlands) while 63 per
cent of Brazilian imports from the Community originated from West
Germany, France, and the Netherlands [Banco Central do Brasil,
Boletim Mensal, July 1990, p. 106],
Brazilian Trade in Services with West Germany
West Germany keeps a special role as a trading partner to
Brazil. The country is the most important source of EC-originating
goods for Brazil and it hosts the largest part of West German for-
eign direct investment outside the OECD: in 1988, 56 per cent of the
West German stock of FDI in manufacturing, 12 per cent of FDI in
service industries and 40 per cent in total investment in developing
countries (including newly industrialised economies) was located in
Brazil (see Table 10 below). Such a concentration is without a rival
in other OECD countries and is expected to create appropriate incen-
tives for trade in services. Table 3 provides a breakdown of pay-
ments and receipts due to services traded between Brazilian and
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14 31 62 412 320 326 440
Source: Unpublished data provided by the Deutsche Bundesbank.12
Four observations deserve attention:
The net position in NFS has almost been in equilibrium over the
entire period. This is surprising as West Germany usually is a
clear net importer of NFS no matter which partner country is
chosen.
Brazilian exports of NFS have been far less dynamic than mer-
chandise exports. This is indicated by the declining share of NFS
in total West German imports from Brazil from more than 20 per
cent at the beginning of the seventies to less than 10 per cent
in 1988.
Even in absolute terms there has been stagnation of many service
exports over years. Though some figures are extremely volatile
and thus escape from a serious assessment, the general trend is
characterised by stagnation. Travel shows some increase but as
mentioned above Brazil has not become a tourist resort like
Southeast Asia, the Mediterranean or the Caribbean. Business
services listed mainly under "other private services" did not go
beyond the level which was already achieved by the mid-seventies.
Again this deviates from the overall pattern which show business
services to be the most rapidly growing industries even in some
segments of South-North exports.
Low growth of Brazilian imports of services from West Germany
coincides with stagnating merchandise imports from West Germany.
As a result, the share of West German NFS exports in total ex-
ports to Brazil remained at a level of 15-19 per cent during the
seventies and eighties. This share is normal in the sense that it
can be observed for total West German imports from all developing
countries [Langhammer, 1989, table A2].
Understandably, factor services exhibit a rising Brazilian defi-
cit because of the debt service and earnings from West German
investment.Bibliofhek
13 des Instil uh fur Welfwirtschaft
Overall, NFS trade between Brazil and West Germany is very
likely to reflect the serious internal economic problems of Brazil.
Brazil has squeezed its imports stabilised its net foreign exchange
position in merchandise trade but seemingly not in NFS trade. Final-
ly, a general decline in bilateral economic relations between the
two countries has responded to the instability of the Brazilian
economic performance. As will be shown below, this decline is also
reflected in flows of FDI.
Brazilian Trade in Services with France
The Eurostat studies yield that France is the leading EC ex-
porter of NFS in trade with non-EC member countries. While this
position may underrate the role of the UK as a major exporter of
non-measurable financial services, it nevertheless underlines a
strong competitive position of French engineering companies in large
turn-key projects such as subways, airports, and dams. Blueprint
studies as well as administrative and operational guidance in such
projects are services for which there is demand in developing coun-
tries which are characterised by both a domestic market potential
and lack of own human capital. Seemingly, Brazil is such a country.
Table 4 indicates that
France has enjoyed a permanent surplus in NFS trade with Brazil
during the eighties;
the share of NFS in French total exports to Brazil is overpropor-
tionately large (about 20 per cent);
- apart from transport, France gained sizable export earnings in
its domain of services in operation and exploration of large
single infrastructure projects. The lump sum nature of such ser-
vices is revealed by the volatility of annual figures which
peaked in 1983/84. It would be the task of sectoral studies to
identify the underlying projects in detail;
Brazilian NFS exports which predominantly based on transport,
services are more important and more dynamic (in terms of shares
in total exports) in trade with France than in trade with West




















































































































































































































































































































trade on third account (nainly caimxlity trade). - Tteceipts and payments arising from port services, operation of dams and other large construction sites and infrastructure
projects: 1980-1982 including consultants studies. - TSccluding guestworkers.
Source: Ministers de l'Economie, des Finances et du Budget, Direction du Tresor. La Balance des Paiements de la France, Rapport flnnuel. Annexes, 1980-1988.15
- there was little success in expanding Brazilian service exports
to France outside travel and transport.
To compare the Brazilian NFS trade performance in the West
German and French market to the performance of all trading partners
and all developing countries in the same markets, respectively,
Table 5 exhibits the corresponding trade shares. The results are
mixed. Compared to 1980, the 1988 shares show a loss of the Brazi-
lian position in the West German market from 0.7 to 0.5 per cent in
West German world NFS imports and - more distinctly - in West German
NFS imports from developing countries (5.0 to 3.8 per cent). The
main reason behind this decline is the weak Brazilian performance in
the travel and tourism market which was the most dynamic NFS export
industry of developing countries in the 1980s. Asian countries
gained remarkable trade shares in these two service industries.
Table 5 - Share of Brazil in French and West German Exports and
Imports of Non-Factor Services to (from) the World and
Developing Countries, 1980 and 1988 (in per cent)
World Developing Countries
1980 1988 1980 1988
France
Exports 0.4 0.4 1.0 1.5
Imports 0.2 0.3 0.8 1.0
West Germany
Exports 1.1 0.7 5.6 5.0
Imports 0.7 0.5 5.0 3.8
Source: See Tables 3 and 4.16
At a much lower level, the Brazilian performance on the French
market was slightly better than on the West German market. This
seems to be due to the fact that travel and tourism is not yet a
major growth industry in France as it is in West Germany. Given the
situation that the per capita income level in France is more than 10
per cent lower than in West Germany and that the consumer prefe-
rences are still less travel-biased in France than in West Germany,
import demand for consumer services is likely to expand more rapidly
in France in a near future. Brazil as a country which is rich of
natural resources could tap into growth industries such as ecolo-
gical services provided that prerequisites in infrastructure and
security are met.
As far as Brazil as an export market for French and West German
NFS is concerned, shares declined for West Germany parallel to the
general slowdown of economic relations between the two countries in
the eighties. They slightly increased as far as French exports to
developing countries were concerned, - again from a very low level -
probably because of few turn-key projects.
In total, however, trade in NFS between the two countries and
Brazil has clearly missed a promising track of rapid growth as it
could be observed in trade with other developing areas.
Dutch Trade in Services with Brazil
Data on Dutch bilateral NFS trade are highly aggregated and thus
do not give much scope for detailed interpretation. The most out-
standing result is that the Netherlands enjoyed a clear trade sur-
plus. In addition, Table 6 supports two observations made for Brazi-
lian trade with West Germany and France too, particularly that
trade flows have not been dynamic in the eighties but overall
stagnated with some volatility in some years.
Dutch NFS imports accounted but for a very small percentage of
total imports from Brazil (about 2 per cent of Dutch imports). OnTable 6 - Trade in Services Between the Netherlands and Brazil (in Mill. Guilders)
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989
Dutch exports of services
Transport
Travel non-residents























































103 111 77 63 85 98 97 67 72 108
Dutch imports of services
Transport
Travel residents


























































































































Source: Unpublished data provided by the Nederlandsche Bank.18
the other hand, however, the Netherlands as a traditionally
strong exporter of transport and trading services owed a much
larger part of their total earnings from exporting to Brazil to
non-factor services (about 15 per cent in 1988) .
The common feature of all three country data sets is that of
stagnation on the NFS export side of Brazil. In interpreting such a
result, due account should be taken of large nominal depreciations
of the Brazilian currency vis-a-vis the European currencies. It is
likely that in local currency growth of NFS exports would have been
more impressive. Yet, the same should then hold for merchandise
exports so that the share of NFS in total Brazilian exports would be
more explicative. Table 1, however, yielded that this share ranged
between 5-6 per cent only and did not rise. This shows that slow
growth of NFS trade is not a special phenomenon in bilateral trade
between the Community and Brazil but is likely to appear also in
trade with the dollar area as the largest trading partner and as the
anchor region for the Brazilian exchange rate regime.
Evidently, Brazil did not follow the trend of many developing
countries in the eighties, that is to penetrate into tradable con-
sumer service industries not to speak of business services. It would
be the task of a policy paper to identify the main domestic barriers
against the emergence of internationally competitive service indus-
tries.
A first hint towards such barriers could be the trend in in-
flows in foreign direct investment in general and in service indus-
tries in particular. Should such inflows have declined in the past,
a major stimulus to trade in services would have been lost.
Merchandise trade figures were not delivered by the Central Bank. They were
taken from Eurostat and should be interpreted with caution on the import side
because of the discrepancies between domestic imports and entrepot trade.19
V. THE COMPANION PIECE TO TRADE IN SERVICES: FLOWS OF FOREIGN DIRECT
INVESTMENT FROM THE COMMUNITY TO BRAZIL
The Brazilian Central Bank publishes data on FDI in Brazil on
the basis of registered investment denominated in US$. The deve-
lopment of EC shares in total FDI in Brazil shows a striking paral-
lel to the development of the US exchange rate against the EC cur-
rencies. Between 1980 and 1984 when the European currencies depre-
ciated, the share of EC FDI in total registered FDI fell from 33.6.
per cent to 30.0 whereas in the period 1985-1989 when the currencies
appreciated the share recovered from 31.8. per cent to 36.2 per cent
[Banco Central, Boletim Mensal, January 1988 and July 1990]. Given
the fact that the Brazilian currency more or less followed the trend
of the dollar against the European currencies, exchange rate effects
may have influenced changes in shares.
However, even if exchange rate changes would be left out of
consideration, the Brazilian data would be insufficient to answer
how Brazil performed relative to other possible hosts in competition
for private risk capital.
Tables 7-9 document stock data for West German and UK FDI in
Brazil and flow data for French investment. Each of the data report
realised investment figures.
In general, only the West German and UK data allow for mean-
ingful information. The French FDI in Brazilian service industries
seems volatile, quantitatively small and confined to the banking
sector. Both British and West German stock data yield that invest-
ment in service industries expanded rapidly in a single jump in the
mid-eighties but afterwards did not show any expansion. In terms of
shares in total investment they remained far below investment in
manufacturing. This observation coincides with the general decline
of Brazil as a host country for OECD investment in the eighties and
the much more modest role of Brazil as a host for service industries
compared to manufacturing. Table 10 displays Brazil's share in in-
vestment stocks of four OECD countries in the developing world. On











































































































































a Figures in brackets are not disclosed because of being confidential; they have been derived by deducting sub-totals from totals.
Source: Unpublished data provided by the Deutsche Bundesbank.21
Table 8 - French Net Foreign Direct Investment in Brazil Annual Flows for Selected
Years and Sectors (in Mill. FF)
1981 1985 1986 1987 1988
Energy 83 0 2 48 3
Manufacturing 154 23 180 -37 182.
of which:













Total 479 128 193 -83 308
(- = net outflow of French investment out of Brazil).














































Table 9 - UK Direct Investment in Brazil, 1978-1987 (in Mill. £)






















































































Book values of net assets at year-end.
*Data not disclosed because of being confidential. Figures for
1978 and 1981 exclude oil companies, banks and insurance com-
panies .
Source: Central Statistical Office, Business Monitor, Census of
Overseas Assets, Mo4, 1978, 1981, 1984, 1987.23
Table 10 - Share of Brazil in Four OECD Countries
Countries by Sectors, 1976-1988
FDI in Developing

































































Source: See Tables 1 and 9. -US, Department of Commerce, Survey
of Current Business, Monthly. Japan, Ministry of Finance.24
service industries relative to other host countries in the develop-
ing world but this increase started from a low level and was partly
offset by a relative decline as a host for manufacturing investment.
What is surprising is the drastic decline of investment in non-manu-
facturing from Japan and the US which comprises commodities but also
service industries, again measured in comparison to other developing
countries. The latest period 1984 to 1988 reveals such a loss for
total investment from these two very important trading partners.
Related to service trade, stagnation or even decline as a host
for investment indicates more difficult preconditions for NFS trade
than before. Intra-firm trade may be an important source of NFS
trade. Yet, also for nonparty-related trade FDI either in commodi-
ties, service-intensive manufacturing or service industries them-
selves is accepted to have been most stimulating to NFS trade
[Dunning, 1989; Sauvant, 1989].
In this respect, during the late eighties Brazil has lost in
ground not only against traditional service exporters like Singa-
pore, Hong Kong and the Caribbean island states but also to new-
comers in consumer services like Indonesia, Thailand and Malaysia.
To put it briefly, until the end of the eighties, the Brazilian
service industry was not yet able to find an equivalent to its lead-
ing role as an exporter of manufactures. In 1988, Brazil was the
second largest exporter to the EC under the Generalised System of
Preferences and almost at the same level as China (13.2 per cent of
total GSP-receiving exports to the EC). As an exporter of NFS an
equivalent share would be below half of this share as Table 5 has
suggested.25
VI. DETERMINANTS OF BILATERAL NFS TRADE FLOWS: PRELIMINARY
HYPOTHESES
Gravity models designed to explain bilateral trade flows in
merchandise trade usually combine non-policy and policy-oriented
supply and demand factors as exogenous variables and add stimulus
and friction factors. Income level, income growth and skill avail-
ability of the exporting economy are usually taken as non-policy
supply factors while income level, income similarity and growth
rates of the importing country capture the demand factors. Policy
variables on the demand side are exchange rate stability and the
avoidance of real appreciation, respectively, while the level of
import protection is a policy factor on the demand side. Stimulus
variables are special institutionalised relations between two
trading partners and geographical proximity, while friction vari-
ables can comprise geographical remoteness and cultural differences.
Applied to the Brazil-EC case and NFS trade, it is principally
possible to sketch some of the determining factors in an admittedly
crude way. For instance, one would probably identify consumer ser-
vices such as tourism to be income-elastic as well as cross price-
elastic if prices in tourist resorts which compete with Brazil could
be included. Such elasticity estimates could be of some relevance in
the EC-Brazil context. The overall price for tourist services is
mainly influenced by prices for non-tradables such as wages. Should
wages increase drastically in a tourist region competing with Brazil
so that the currency would appreciate in real terms, Brazil could
benefit. One of these competing regions may be Spain and Portugal.
In both countries prices for tourist services have risen in recent
years, so that prices of tourist activities in Brazil declined in
relative terms. Furthermore, cultural affinity could also be of
importance in NFS trade between Portugal and Brazil.
With respect to the non-policy factors on the supply side,
similar arguments can be used as for merchandise trade. By nature of
its domestic market size, Brazil's economy is inward-looking. Ser-
vices like wholesale and retail trade, banking, insurance, construe-26
tion, and transport are tailored to the needs and the income level
of the domestic market. So is FDI which for years was attracted by
the size (and the protection) of the domestic market. Under such
conditions, NFS trade is unlikely to spread beyond merchandise
trade-related services like transport and merchandise insurance.
Consumer services like tourism in remote parts of the country face
problems of distance (and costs of bridging the distance), infra-
structure bottlenecks, and language barriers.
Policy-oriented factors on the supply side are important in
special industries in which the Brazilian government seemingly took
a restrictive stance towards opening the domestic market to interna-
tional competition. In maritime shipping, the cargo sharing prin-
ciples handled on a strictly bilateral basis and the restrictions
applied to cross traders were already mentioned. In advertising,
multinational firms are reported to be limited in their activities
by policy regulations. This is said to explain why in 1985 only
three of the twelve largest US/UK agencies range among the top ten
companies operating in Brazil while in the other Latin American
countries between five and eight companies were among the top ten.
The top five in Brazil were local companies [Noyelle/Dutka, 1988,
pp. 102-103].
Another important example for restrictive policies is the in-
formatics sector. In 1984, an informatics law was enacted. The law
provided for a reserved market exclusively for Brazilian entre-
preneurs for an eight-year period, for mini- and micro computers and
for a system of controlling electronic information goods and service
imports over that same period. Thus, infant-industry protection does
not only apply to hardware but to services as well. Under the 1984
law, commercial information processing outside Brazil is prohibited,
except in special cases. All international information transmissions
have to be channelled through a checkpoint, in order to identify
their nature and destination. Any enterprise providing access to
information banks in the country or abroad should be wholly natio-
nally-owned, and should seek to make the arrangements for access to
international data-banks directly with the owners of those banks.27
Transnational corporations that process their data abroad have to
duplicate, in Brazil, the data-banks drawn on [de Mateo, 1989, pp.
115]. It goes without saying that under such conditions the volume
of trade is small and access of foreign investors to specific ser-
vice industries is limited. Furthermore, Brazil runs the risk of
losing the link to technological innovations and to growing markets.
Restrictive policies in individual service industries have been
translated in the past into a generally restrictive stance of the
Brazilian government in the Uruguay Round as far as the liberal-
isation of services is concerned. Together with India, Brazil took
the firm position to postpone the introduction of this issue into
the GATT Round until pending decisions on old tariff and nontariff
barriers imposed by the OECD countries were taken [see de Paiva
Abreu, 1988, p. 99].
Policy-determined factors on the demand side could be bilate-
rally institutionalised relations which do not exist in the Brazil-
EC context. The major impact of EC policies refers to liberalisation
of intra-EC in services under the EC-1992 program and to common
policies in some services against non-member countries. This bundle
of policies is expected to be similar for many non-member countries.
It will be summarised in the following for sectors like tourism,
maritime shipping, air transport and banking without special re-
ference to Brazil. Given the factor endowment of Brazil and the
spread of such services in the domestic market, the four industries
are very likely to be among the core industries of export interest
to Brazil.
VII. THE POSSIBLE IMPACT OF EC 1992 UPON SERVICE INDUSTRIES OF
EXPORT INTEREST TO BRAZIL
How non-member countries will be affected by common policies in
services is still very difficult to forecast because many decisions
were not yet taken by the end of 1990 and because "classical" con-
cepts like trade creation/trade diversion cannot be empirically28
applied because of lack of data [Secchi/Guglielmetti, 1985]. Yet,
this static approach derived from the customs union theory is help-
ful at least to structure some possible effects in specific indus-
tries .
Tourism
Apart from dynamic investment-induced effects three static ef-
fects are likely, that is internal trade creation, external trade
creation, and trade diversion.
Trade could be created internally, if stronger competition
among tourist agencies operating under the home country principle
(with minimum consumer protection agreed upon) would tend to lower
prices. Instead of spending vacation in the home country, neigh-
bouring EC member countries could become attractive. In addition,
under such a scenario tourism in the EC would also gain relative to
tourism outside Europe (trade diversion). Trade diversion would also
be fuelled if a common transport policy would privilege local sup-
pliers against non-member suppliers such as airlines (e.g. through
granting privileged access to favourable slots and landings rights
to EC carriers only).
Yet, there are three policy measures which can have a balancing
effect on prices, that is shift prices upwards. First, a fuel tax is
still under discussion. Tax would be imposed on intra-EC shipping
and - according to studies commissioned by interested parties like
KLM and North Sea Ferries - would raise costs for cruise tours and
ferry links by up to 30 per cent. Second, after harmonisation of
indirect taxes (either ex post by applying the country-of-origin
principle or by harmonising taxes ex ante through the bureaucrats)
and after the removal of traveller allowances duty-free shops become
obsolete. This is looked upon as a serious loss for airport compa-
nies and shipping lines and could lead to shifts of the tax burden
to EC consumers. Thirdly, transport between EC member states will
become domestic transport and thus subject to the VAT. Today, inter-
EC country transport is still exempted from the VAT. Should such29
factors become relevant, there could be external trade creation,
that means that consumer would increasingly chose non-EC tourist
resorts.
It is a priori impossible to assess how relevant changing rela-
tive prices are in the Brazil-EC context. With respect to third
countries, neighbouring countries in the same climate belt (North
African countries, Turkey) seem to be more affected by changing
relative prices in the tourist industry than remote areas like
Brazil. In addition, supply factors like infrastructure may matter
more than demand factors which do not show a clear tendency towards
price increases or decreases.
Maritime Shipping
Among the transport sub-sectors which are relevant for non-
member countries, maritime shipping is the one in which a common
policy has already materialised through a package of regulations
introduced in late 1986. These regulations comprised the application
of competition rules (Arts. 85 and 86 EEC Treaty) to maritime shipp-
ing (and also to air transport), the principle of freedom to provide
services in international transport and to erode the difference
between domestic transport (cabotage) and intra-EC trade, and final-
ly the right to prosecute "unfair" pricing practices (e.g. because
of subsidisation of state-owned or private shipping companies)
against non-EC companies. The latter regulation has been applied
already against a Korean shipping company which had underbidding EC
suppliers' freight rates in trade between Europe and Australia.
There is no evidence available to check the relevance of this
"unfair"pricing regulation for Brazilian shipping companies. Should
it be applied, a trade diverting effect could be expected.
Air Transport
How VARIG, the Brazilian flag carrier, will be affected by lib-
eralisation of route access and tarification among EC carriers, will
largely depend on concentration processes and mergers between EC
based carriers. Such processes may not only encompass special activ-30
ities like catering, electronic reservation systems, pooled ground
services but may also lead to the foundation of common companies
operating on special routes. If competition policies would be re-
strictive in the sense that mergers and acquisitions would not be
allowed on a large scale, VARIG might see little room for fears.
Under such conditions, extensive bilateralism dealing with landing
rights and slots in each individual EC member country would still
prevail for a certain time. Yet, should concentration processes
continue to be accepted, as recently in France, and if a smaller
number of mega-carriers would act concertedly in negotiations for
future traffic rights with non-EC carriers, VARIG and other non-EC
based carriers might have reasons to be concerned about limited
gateways.
Further problems could arise for VARIG if the Commission would
tighten up minimum environmental standards for traffic noise and the
emission of exhaust gas. As the Brazilian carrier does not run a
brand-new fleet, a costly upgrading could become necessary which
would erode part of advantages due to low labour costs.
Banking
In the banking sector, Brazilian banks operating in the EC will
be treated differently according to whether they are subsidiaries of
their home bank or only branches. Under Art. 58 of the Rome Treaty
European subsidiaries of foreign companies are treated as home com-
panies of the country in which they are established. Existing sub-
sidiaries have full freedom to operate in the open EC market whereas
branches as well as new Brazilian banks seeking a licence after 1992
would have to apply to the Commission. The Commission would examine
this application from the reciprocity angle, that is whether Euro-
pean banks had the same access or "mutual advantage" in Brazil.
Thus, Brazilian banks already operating in the EC should, therefore,
review and adjust their legal status accordingly. It is in this
sector where the EC has fixed a reciprocity clause which will come
into operation after 1992 at the latest. Then, clearances to
establish branches/subsidiaries in the EC will no longer be granted
by the regulators in the home countries but by the Commission.31
To what extent such regulations and a number of others in bank-
ing and other financial services {e.g. "owned fund" regulation,
rules on supervision, and control of market risks) are relevant for
Brazil goes beyond the scope of this paper. This question warrants a
detailed sector analysis. Such an analysis should not neglect that
Luxembourg and London as the leading financial service centres may
incur some losses as attractive hosts of foreign banks because of
EC-wide liberalisation. As a number of Brazilian banks preferably
operate in these centres, after 1992 new EC hosts may be under con-
sideration in the headquarters of Brazilian banks. Such reorienta-
tion could have some effects on trade in financial services between
individual EC member countries and Brazil. For the time being, how-
ever, trade in such services still escapes from empirical analyses
though concepts to measure it do exist [see Arndt, 1986].
VIII. CONCLUSION AND OUTLOOK
To assess bilateral trade flows in services is still a thorny
task, regardless of which pairs of trading partners are taken. So
are trials to model bilateral trade either in a partial equilibrium
framework or in a computable general equilibrium setting [e.g. pro-
posed in the Brazil-EC framework by Flores, 1990]. An essential
element of any model explaining bilateral trade flows is the dis-
tinction between policy-determined factors and other supply and
demand variables. In Chapter VII some factors were introduced which
seem to be relevant in the Brazil-EC context, particularly a re-
strictive policy of the Brazilian government against opening the
local service market, and on the EC side the EC-1992 program. Beyond
modelling EC-Brazil trade, there remains the crucial issue of empi-
rical verification or falsification of hypotheses. As was shown in
the paper, the data base is modest to say the least. A Community-
wide source does not exist, and the few national sources which could
be made available offer little more than the standard IMF accounts.
Specific surveys can complement balance of payments statistics espe-
cially as far as the policy background and volumes of transactions
are concerned. Yet, as a common numeraire for all services is miss-32
ing, sector surveys are mostly incompatible. As a result, they are
no substitute to the BoP surveys. This impression is suggested by
the few sector-specific studies on the Brazilian informatics indus-
try.
The sketchy statistical evidence, however, allows for one major
conclusion: Brazil is not yet an important trader of services,
neither in consumer services nor in business services. Given the
resource endowment of the country, there is much more scope for
supplying consumer services in the short run provided that the
infrastructure can be improved. A large number of services is still
linked to merchandise trade and thus the import demand for services
shrinks if merchandise imports are squeezed to meet the debt
service. On the export side, services did not keep up with the speed
of merchandise exports though one could have expected a similar
expansion of transport services, for instance. Why merchandise
trade-related services did not expand faster, warrants a closer
look.
The regional breakdown of Brazilian NFS trade outside the EC
could not be detected. Thus, statements as those of de Paiva Abreu
[1988, p. 98] that in 1983 about 60 per cent of Brazilian exports of
"other private NFS" (excluding travel, transport, and insurance)
were made to the US and that Middle East countries became increas-
ingly important as export markets could not be verified. It is re-
ported that the Brazilian Central Bank collects detailed sectoral
and country-wide statistics on Brazilian trade in NFS but does not
release them. To make such statistics available, would be most
helpful to clarify the true volumes and values of Brazilian NFS
trade.33
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